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On March 10, US Treasury Secretary Nicholas Brady proposed a major change in Third World debt
strategy. Its focus is debt reduction both principal and interest , rather than borrowing more money
to pay interest and restructure debtor nations' economies, as defined by the earlier US strategy
under former Treasury Secretary James Baker. Brady's proposal was delivered in an address to the
Bretton Woods Committee, an association of bankers, academics and former senior government
officials. Under the new approach, Japan would assume a much expanded role as a lender. Japanese
Finance Minister, Tatsuo Murayama, issued a statement praising Brady's remarks, hours before he
made them, and said, "We intend to support the proposal financially." In September, Brady rejected
an offer from Japan to provide what the country called "parallel lending" with the IMF through
Japan's Export-Import Bank. But the IMF board approved it anyway. Japan now intends to add more
to whatever it planned to lend earlier. Brady signaled wider use of multinationally financed loan
guarantees, i.e., assurances to banks and other creditors that taxpayers would reimburse them for
some loans that go bad. Brady made no specific mention of loan guarantees, but proposed means
by which the International Monetary Fund and the World Bank could expedite debt reduction. For
instance, he suggested the two institutions might collateralize conversions, at significant discounts,
of bank debt into debt or equity that could be sold to investors or the debtor country. The new
plan also calls on commercial banks to provide help to debtor countries by cutting interest rates on
their loans. In return, the banks would get guarantees from the World Bank and IMF that the lower
interest rate would actually be paid. Brady indicated that the administration may support a request
for a capital increase by the IMF. The Reagan administration had stalled on the Fund's request.
Next, Brady suggested change in a major feature of IMF policy. After the IMF determines that a
country qualifies for a loan, it sometimes holds back the money for months until banks contribute
their own loans. Brady said, "We question whether the international financial institutions should
delay their initial disbursements until firm, detailed commitments have been provided by all the
other creditors to fill the financing gap." In a separate address to the Committee, IMF managing
director Michel Camdessus predicted that by 1993 average annual growth of the debtor countries
could rise to 4% from an average 3% today. "Welcome as this would be, growth would remain below
rates achieved in the 1970's," he said, "and by 1993 per-capita gross domestic product, in fact, would
barely have regained its 1980 level." The Bush administration reportedly wants to maintain certain
principles of the plan Baker enunciated in October 1985: economic growth to overcome the debt
burden; growth is not possible without reduced inflation and other economic reforms; continued
foreign lending is necessary for growth; and, a case-by-case approach, rather than generalized
solutions such as a radical reduction of all Third World nations' debt. The Baker plan effectively
promoted an overall increase in lending. The new proposal instead urges new credit within the
context of an overall debt reduction. To meet demands by creditors that they reduce fiscal deficits
and reduce inflation in return for loans, most Latin American governments have cut wages and
raised prices for public services. Economic growth in the region has stalled, and living standards in
most of the countries have dropped below 1980 levels. According to the Morgan Guarantee Trust
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Company, the foreign debt of the Third World's 15 principal borrowers (10 in Latin America) rose
from $348 billion in 1981, to $505 billion 1988. Meanwhile, the 15 nations interest bill increased from
$36 billion to $42 billion. Summarized below are reactions to Brady's comments. A.W. Clauson, chief
executive of BankAmerica Corp., and former president of the World Bank, said that his bank, and
he believed others, would accept lower rates to help the debtor countries. Leading proponent of
more benevolent debt policies, Sen. Paul Sarbanes (D-Maryland), said, "It's the beginning of the
beginning of something that might be good." Another proponent of alternative debt strategies, Sen.
Bill Bradley (D-NJ), said, "It's clearly a step in the right direction. But I didn't hear any magnitudes."
James D. Robinson, chairperson of American Express and author of an alternative debt plan, said,
"It's a good thing this has happened." Brazil's Finance Ministry issued a statement that said: "The
new guidelines on foreign debt announced today by the Treasury Secretary constitute a positive
step and an important conceptual advancement in the correct direction. A final assessment of them
will depend on the details of the program and also on the circumstances of its implementation,
which we understand will soon be the object of discussion." US and foreign observers believe
that Mexico will be the first test case for Brady's plan. On March 10, in remarks to reporters at
the international airport in Mexico City, president of the National Chamber of Manufacturing
Industries (Canacintra), Jorge Kahwagi, said that Japanese assistance in helping Mexico cope with
its foreign debt was an act of solidarity. Kahwagi asserted that Japan has observed the Mexican
government's serious anti-inflation efforts, such as implementation of the Economic Solidarity Pact
(PSE) and later, the Pact for Stability and Economic Solidarity (PECE). On March 10, the Mexican
government stated that it welcomes the proposal by US Treasury Secretary Nicholas Brady to
reduce the Third World's foreign debt and promote economic growth. A communique by the
Finance Ministry stated that the plan proposed by Brady represents a first and positive reply to
Mexico's requests in restructuring its foreign debt. The ministry said that the change in the US
position shows that concerted action by debtor nations, financial authorities of creditor countries,
international organizations and creditor banks is needed to satisfactorily resolve the debt problem.
The statement described as "particularly positive the change of emphasis which grants priority
to reduction of the debt and its service, rather than to additional indebtedness, as has been the
case in the past." According to the New York Times (03/13/89), reaction to the Brady speech was
largely favorable in Mexican official circles during the weekend. However, Mexican and foreign
analysts emphasized that President Carlos Salinas de Gortari's government needs some type of
debt refinancing agreement before July 31, when its anti-inflation program is scheduled to expire.
Certain features of the approach sketched by Brady are considered as potentially problematic
for Mexico. An example is the Treasury Secretary's insistence that debtor nations continue debtequity swaps, which the Mexican government views as highly inflationary. There is also concern
about how much time will transpire before the Brady program is translated into concrete action.
On March 12, an unnamed Argentine Economy Minister official cited by Notimex and Xinhua said
that the "Brady plan" has not brought great hope to Argentines. The official said that it is not yet
clear whether the debt burden "will be further distributed or even alleviated." The official said
that the proposal depended on Japanese participation via large-scale lending. "We know that
the Japanese are willing to participate in a debt relief plan, but their intervention will occur only
through multilateral institutions, and not in direct negotiations," said the official. Next, the official
asserted that for the Economy Ministry, any long-term relief plan must contain mechanisms to
reduce the impact of interest rate fluctuations. Meanwhile, President Raul Alfonsin's government
issued a communique expressing welcome for the Brady initiative. On March 13, president of the
Inter-American Development Bank, Enrique Iglesias, said that if the Bush administration wishes
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to demonstrate to Latin America a positive gesture in resolving the foreign debt crisis, it could
begin by actively supporting the IDB's seventh capital replenishment. The capital increase has been
pending since 1986, result of US attempts to obtain veto power over IDB decision-making. In an
editorial published in its March 13 edition, the Washington Post stated that while Brady's proposal
may be useful, it does not represent a significant change in US debt policy, nor does it comprise
a generalized solution to the Latin American debt burden. [Excerpts from the Post editorial were
broadcast by the Mexican government's news service, Notimex.] According to the Post, the "Brady
plan" reflects a resumption of a process of study and debate in Washington that will eventually
produce a policy. At present, however, the process remains at a transitory and tentative level.
Brady's proposals, said the Post, consist of suggestions to make reductions in Latin America's
enormous debt burden more attractive to commercial banks. Meanwhile, the Treasury Department
avoids discussing details of the plan which predicts a 20% to 30% reduction in the foreign debt for
some Third World nations within the next few years. While debt reduction is desirable, said the
Post, it represents only half of what is required for Third World nations to continue industrialization
and grow at a rate sufficient to raise the standard of living for their people. The other necessary half
is to ensure continuity in the flow of new loans. The Post editorial stated that a viable debt policy
must induce banks to provide new loans while simultaneously forgiving significant portions of
old loans. The Treasury Department, said the Post, appears to be counting on the return of flight
capital to debtor nations. Although the quantity of wealth squirreled away by rich Latin Americans
in London and Los Angeles is enormous, it is nervous money. To expect that much of this capital
will return home in the next few years is highly optimistic. According to the Post, Brady's speech
was not significant for details of a new US debt strategy, but rather for demonstrating a renewed
active interest by the US in Latin American nations' financial problems. The region's dilemma was
effectively abandoned in the last years of the Reagan administration. The last pronouncement on the
Third World's debt crisis by the Reagan administration occurred in late 1985 in the form of a plan
elaborated by former Treasury Secretary James Baker. The Baker Plan called for $40 billion in new
bank loans, in addition to loans contracted for debt service payments on old debt. This initiative has
been widely denounced as a failure. Little followup occurred, and only a quarter of the $40 billion
was received by debtor nations. Next, the plan's central principle significant economic reforms
by debtor governments backed by new loans was never really applied, since the banks were not
forthcoming. Most debtor nations delayed implementation of painful reforms, and creditors held up
disbursement of new loans. (Basic data from Notimex, 03/10/89, 03/11/89, 03/13/89; Xinhua, 03/11/89,
03/13/89; New York Times, 03/09/89, 03/11/89, 03/13/89; Prensa Latina, 03/13/89)
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